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			The long tail theory for business

			Key information

			
					Name: long tail theory.

					Uses: this concept refers to all of the products offered by a company that only sell a few units, but where the sum of their sales may exceed the revenue made from the top-selling products. This is the same as saying that the most popular and best-selling items only contribute to a minority of turnover, the mass effect playing strongly in favour of the more marginalised products.

					Why is it effective? The inclusion of such a strategy allows a company to benefit from constant sales from its entire product portfolio.

					Key words:	Bestseller: a flagship product, often assigned a high advertising budget, which achieves record revenues.

	E-commerce: online commerce (via the internet).

	Opportunity cost: indication of the loss caused by investing resources into one function more than another.

	Profit: financial gain from an action. For example, a sale is an action that can generate profit or loss.

	Profitable: something that generates reward or a certain amount of profit.

	Statistics: a set of data relating to a group of individuals or units that allows for observing trends. 

	Turnover: cumulative and recorded value – usually over a period of one year – from the sales of goods and services offered by a company.




			

			Introduction

			The long tail theory was introduced in 2004 by Chris Anderson (editor of Wired magazine, born in 1961) and resulted from an essay written by Clay Shirky (a specialist in new information and communication technology, born in 1964) which states that some blogs have a significant number of web links pointing to them while the majority of blogs only have a very small number of links pointing to them.

			Chris Anderson builds on this thinking to try and explain present and future economic models (as part of the digital economy). He describes how, in his opinion, all products with low demand can collectively generate significant turnover.

			However, it is the emergence and increasing use of digital technologies that make the economic model of the long tail possible: entrepreneurs who benefit from very low storage costs, sometimes zero or ‘virtual’, when marketing digital products (e-books, online movies, music, etc.), can now offer a wide catalogue online, which diversifies supply and pleases those who prefer marginal assets.

			Definition of the model

			The long tail is an economic and statistical concept that illustrates the distribution of a company’s turnover for all of its products, including the most popular products – the ‘bestsellers’ – as well as the more specific and marginal products. Therefore, this is a tool for developing commercial and marketing strategies.

			The model consists of two elements:

			
					the ‘head’, characterised by a limited number of popular or high-demand products, each generating a high sales rate;

					the ‘tail’, characterised by a large number of niche or low-demand products, each generating a low sales rate.

			

		


		
			Theory

			The long tail theory was popularised by Chris Anderson following his analysis of several e-commerce sites such as Amazon (notably for books), Rhapsody (online music downloads), eBay (second-hand products) and Netflix (movie streaming). This sharp analyst actually noted, in the cases studied, that the sales of the most popular items only represented a part of total turnover: i.e. the profitability of sales does not depend only on the top items. To demonstrate this phenomenon, he wrote his bestseller The Long Tail.

			From the outset, the new concept challenged many business strategies and economic models, as the author claims that it is sometimes more profitable to not only sell bestsellers; an argument that is certainly supported by evidence.

			Components

			The long tail: the ‘head’ and the ‘tail’

			Both statistical and strategic, this concept is often represented as a graph that shows the products sold on the horizontal axis (X) and the number of sales on the vertical axis (Y).
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			The blue section – the ‘head’ – shows that only a few of the items are generating a record number of sales, while the yellow section – the ‘tail’ – shows that most of the products are sold in very small quantities.

			The 80-20 rule and the long tail

			The 80-20 rule, also known as the Pareto Principle, which claims that 80% of turnover is generated by the sales of 20% of products, is called into doubt by the long tail theory. In fact, Chris Anderson demonstrates that the 80-20 rule only applies to niche markets that have not been fully exploited.

			Today, thanks to NITC (new information and communication technology), we can reduce the production scale, differentiate goods and use new information technologies to take advantage of favourable storage costs. Moreover, thanks to search engines, consumer choice is facilitated and the range of products on offer allows the consumer to find what they are looking for. All of these low-demand products on a non-digital market become, on an internet scale – and thus, a global scale – products with a number of customers. These products can then be just as beneficial for turnover as the popular products and even reverse the 80-20 rule.

			Before radically disproving a theory such as Pareto’s, one must first be able to demonstrate that all the intrinsic rules of the theory no longer apply when the context changes. According to Anderson, once all the constraints of supply and demand are eliminated and the consumer has access to all products, the long tail is automatically plotted.

			However, the reality of this appears much more complex: it is not the case that the market ignores the attractiveness of the long tail, but rather the target market does not allow for its benefits. This is the case for products for which demand is very low and for which costs can hardly be optimised (logistics costs, communication, etc.). The 80-20 rule can only be denied for some markets and products: those that are digital. It is mainly IT markets that benefit from this reality.

			
				
					In summary

					
							The products concerned in the long tail theory are essentially the products that can be digitalised, such as books, music, movies, etc. As stated earlier, it is difficult for some goods – e.g. food – to enjoy the inherent advantages of digital products.

							Therefore, it is assumed that companies with a business model like that of the long tail advocate diversification and the digitalisation of their products.

					

				

			

			Production, storage and statistical distribution costs

			The long tail phenomenon assumes that digitalised items improve profitability by reducing costs. Several costs faced by entrepreneurs are influenced by this downward trend. These costs are mainly those related to production, storage and distribution.

			
					Production. The business model of a digital business is based on the intensive use of data generated by users. With the user considered to be a producer of data, digital companies manage to achieve very high rates of return. It is the effective treatment and use of this data that is at the heart of the digital future. Many experts have identified the consumer as a key part of the digital production chain. Formerly, companies could produce internally or externally, by outsourcing part of the production process. Now a new alternative is emerging, which is the free work produced by the user. This work is made by voluntary content-creating contributors. A third possibility is to let users help each other without the intervention of employees, through the provision of a platform (forum). In this way, apart from the data processing, the digital economy has a ‘co-production’ or ‘joint-production’ with the user allowing a targeted production and potentially high profitability. In conclusion, the digital economy takes user data, analyses it, transforms it into concrete needs and offers a service or product that responds. Note that the personal data of users and the lack of legislative framework for this data can potentially lead to abuse.

					Central stock or shared stock. Storage is never non-existent, but can be significantly reduced as part of the digital economy. Amazon, for example, created a ‘cyber stock’: the products are stocked in partner stores while being offered and sold online. With this strategy, this giant has managed to store its products in millions of stores at no cost. Another interesting example is the digital stock used by iTunes to reduce warehouse costs, packaging, personnel, management, etc.

					Diversified distribution. To effectively take advantage of the long tail theory, the consumer must be offered a variety of channels through which they may obtain a product; some prefer to buy online, others prefer to go to a store. The more varied the distribution channels, the more consumers will be satisfied and the higher sales will be.

			

			Digitalisation benefits both the seller and the consumer:

			
					Sellers no longer need to use intermediaries as is often the case with large-scale distribution. Therefore, their profit margin is higher.

					The individual consuming mass digital products at various levels (movies, music, content, software, etc.) fully appreciates the different channels of distribution and the diversity of virtual and/or particular products;

					Supply and demand meet in a favourable context.
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			Cultural and economic consequences

			In view of the vast increase in the use of the internet, many people are interested more specifically in the impact on cultural diversity and the entertainment industry. Thus, according to Chris Anderson:

			
					If the cost of storage, which partly influences the opportunity cost, is very high, the range of products of a company, or more broadly a sector, is inevitably limited and only constitutes a part of the long tail, the ‘head’. Far from satisfying the aspirations of all consumers, these flagship products are needed and leave little room for diversity.

					Conversely, when storage costs are low, the ‘tail’ of the long tail can be exploited by corporations and satisfy those who enjoy the popular products as well as minorities and those with less popular tastes.

			

			Several examples enable us to visualise this economic and cultural issue:

			
					the book industry

					television programmes

					the music industry

					etc.

			

			Therefore, when the storage cost is relatively low, TV channels, the book industry, the music industry, etc. can actually offer a much wider choice to consumers and, as a result, benefit from greater profitability.

			Some conclude that the internet favours the cultural product market and that the ‘mainstream’ (meaning ‘accepted by the greatest number’, or ‘unoriginal’) era is over, since the physical limitations imposed by storage costs are tending to disappear due to digitalisation.

			Referencing strategy and the long tail

			The long tail theory allows us to illustrate referencing and Search Engine Optimisation (SEO) particularly well, and is often made possible through the online sale of a product catalogue, thanks to optimised strategies.

			
				
					What is referencing?

					Referencing means choosing the terms to be associated with products. It is discussed in two distinct contexts:

					
							In large-scale distribution. The products are referenced for easy identification and inventory management (procurement, storage and outputs). These reference numbers can normally be found in catalogues and on shelves to allow for inventory maintenance, usually via a computerised system. Furthermore, referencing in large-scale distribution also helps to provide more coherent content and makes it easier to convert to online sales when this is not already the case.

							On the internet (Search Engine Optimisation). Optimal SEO aims to improve the visibility and positioning of some sites on the web. This work, which requires constant attention, is based on the spectrum of keywords that users can potentially enter into a search engine (Google, Yahoo, etc.) to find what they are looking for.

					

				

			

			When applying the concept of the long tail to web referencing policies, this involves gathering all the keywords that can lead to particular information or themes, mostly obvious and popular terms, and their less popular, less competitive and more marginal synonyms. Individually, these keywords generate little traffic, yet their sum contributes more than the most effective terms.

			It is therefore important to consider these observations when developing a strategy for search engine optimisation. Depending on the products you want to highlight, and thus the keywords that you need to associate with them, you will face different challenges.

			
					It is easy to position yourself correctly in less popular searches. On the one hand, it is generally quick and easy to position yourself in less popular searches because the user searching for something specific will be properly directed to the sites that are likely to respond to their request. This effectively fuels the ‘tail’ of your long tail.

					It is difficult to position yourself correctly in competitive searches. On the other hand, it is difficult, time-consuming and expensive to position yourself correctly in competitive searches because such searches are not targeted and can attract all kinds of uncertain visitors, preventing you from offering a suitable product and positioning yourself correctly (through quality personalised service). Then there is a good chance that those looking for something particular will leave your site quickly, since they can’t find what they’re looking for. However, this strategy will help you to better position your bestsellers, the ‘head’ of the long tail.

			

		


		
			Practical application

			Advice and top tips

			Rule No. 1 – An expanded catalogue of digital products

			In order to meet the most marginalised needs and reach as many consumers as possible, you must ideally be able to offer a diverse catalogue of digital products.

			Rule No. 2 – Production, storage and digital distribution

			
					Joint production involves letting some of the work be done by customers. The efficient use of data provided by users is at the heart of issues with the digital economy.

					The digital product should not be manufactured in as many copies as when it is distributed physically, which should be considered an advantage by the entrepreneur.

					Digital storage reduces the bulk of costs faced by the entrepreneur in physical distribution situations.

			

			Rule No. 3 – Visible and accessible products

			Currently, internet usage is becoming generalised in both private and professional contexts and users are becoming more accustomed to using search engines, which means they methodically select their keywords to find the information they are looking for.

			
					The importance of keywords. It is important to choose keywords carefully and thoughtfully: both those that will feed the ‘head’ of the long tail as well as secondary keywords that will fuel its ‘tail’. The process is long but effective and profitable.
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					The importance of content. It is not just the number of secondary keywords that will impact traffic to your website, but also, and probably more importantly, your content. In fact, specific keywords without any concrete information will only generate limited traffic to your site pages.

					Taking into account the hidden costs. You should remain cautious, as the digital era sometimes has hidden costs. According to a European study conducted by Sungard (global provider of IT solutions in France) of 150 professionals, a company’s maintenance costs, licenses, software and unforeseen costs total on average 597 700 euros per year.

			

			Thus, carefully establishing a spectrum of lexical searches and presenting quality textual content have become imperative for anyone wishing to attract customers.

			
				
					Advice and recommendations

					To develop a profitable long tail strategy, you must successfully position yourself among a large number of small targeted searches. In doing this, traffic to your site will increase. Keep in mind the following tips:

					
							think and gather concrete search terms to try to respond to all future demands of users;

							once the terms are identified, insert them into the text content of your future site;

							your text content must be high quality: it is no good adding content to your site simply for the sake of adding content; you must provide valuable information to the users, or they will immediately leave your page or site;

							choose a title that catches the reader’s eye and motivates them to visit your site;

							establish a hierarchy for your titles and paragraphs;

							place a sufficient number of keywords in your text;

							carefully select the links to other sites and favour quality links in order to preserve the image of your site;

							become an ‘expert’ (depending on the number of visitors to your site) on writing content with Google.

					

				

			

			
				
					Extra information

					
							Generic keywords (general meanings encompassing a series of more specific words) are competitive and are made up of about two words. For example, a person searching for a site for synonyms will enter “synonym + [the word they are looking for]”. This search will only show the most used sites.

							In contrast, secondary keywords are less popular but more specific. This could be, for example, an expression (three to five words or more) reflecting a more targeted search by the user, looking for specific content.

					

				

			

			Case study – online bookstore

			Context

			A bookstore ‘Y’ decides that, given the competition on the book market and the costs it faces in terms of storage and production, it would be more beneficial to create a website selling digital books online. Aware of the competition already present on the web, they will make a point of making the website visible by implementing an optimal SEO strategy. This involves defining the keywords that they want to be associated with the site. In other words, they will define the keywords that the user is likely to enter into a search engine and will lead – as directly as possible – to Y’s book site.

			Having a diversified product range

			To cope with the increased competition of selling books online (Amazon, Fnac, Numilog, etc.), the bookstore has no choice but to diversify or target a particular audience. Hence, the seller decides to offer digital comics, both bestsellers and more specific comics, in its online store.

			Minimising fixed costs

			By offering comics online, Y will save on fixed costs (storage, production and distribution – concepts explored in the ‘Theory’ section). Nevertheless, they should take into account the hidden costs involved in online sales:

			
					conversion costs or digitalising files

					digital storage costs

					site security costs

					legal fees related to adapting publishing contracts.

			

			Other costs will appear later such as website maintenance, updates, etc.

			Visibility

			The bookseller should choose their keywords carefully, taking into account that the more general they are (such as ‘books’ or ‘sale’, or keywords that people want to see such as ‘bestseller), the more likely it is that they will get lost in the flow of information. These generic keywords only represent approximately 20% of the total traffic generated by search engines. However, if they are selected in a somewhat more focused way (according to the seller’s activity), they will directly represent more than 20%. To distinguish the bookstore from the large companies selling books online, they will have to select keywords specific to the site content and put themselves in the position of internet users seeking specific information.

			Aside from the choice of keywords, the bookstore will also have to optimise the text content of the site to make it attractive, interesting, relevant and detailed. In doing this, it will feed the ‘tail’ of the long tail (of the sector). For example, they will choose a home page that contains specific text content in order to match up with

			
			
					Structuring information in a visible and consistent way to attract the visitor’s attention.

					Select the keywords around which to position themselves (synonyms, expressions, etc.). They may even choose to carry out a prospective study by undergoing training in search engines to find the competition on the comics market.

					Create quality text content where selected keywords and phrases will appear.
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